t He also mistakenly criticizes Melichar for using the neutralized money stock as a measure of the impact of all monetary influences on the economy. There is no basis for Kerails criticism. Meliehar states explicitly in numerous places in his paper that the neutralized money stock is used as a measure of monetary policy actions only (see particularly pp. 11-12). Further, Melichar's use of a policy, rather than a total monetary, measure is appropriate because Bowsher and Kalish, in the paper that induced Melichar's response, vere quite straighfforward in their identification of changes in the rate of change in the money stock with changes in Federal Reserve policy actions. See "Does Slower Monetary Expansion Discriminate Against Housing?," this Review (June 1968), pp. 5-6. tm Leonail Andersen, "Additional Empirical Evidence on the Reverse-Causation Argument," this Review (August 1969), pp. 19-23. Page 12 CI want to correct one exception to Keran's otherwise quite accurate summary of my work. Keran asserts (p. 16) that I constructed the "modihed-nentralized" money stock, which implicitly treats gold flows as if they svere offset by Federal Reserve actions, because the Federal Reserve likely offsets such flows. My real reason for calculating this is clearly stated in time paragraph immediately preceding the figure containing the modified-neutralized money stock:
The appropriateness of a comparison of Federal Reserve policy actions with the expressed intent of policymakers depends on whether the definition of policy actions employed is the same as that which the policymakers had in mind~vhen they discussed their actions and issued directives.
Since it is likely that policy statements refer to actions net of offsetting gold movements, a modifiedneutralized money stock, which differs from the neutralized money stock in that the impact of the business cycle is not removed from the gold reserves component, is calculated and compared with the expressed intent of policymakers (p. 132). A footnote is attached to this paragraph pointing out that a "neutral" policy was defined in the FOMC minutes as staying out of the market after olisetting gold flows. ) Thus In this short note, I first consider Keran's theoretical argumnent against neutralizing the money stock. Keran's argument is a familiar one that I had hoped my book would put to rest. I then point out that the results of Andersen's empirical work are neither inconsistent with my results nor very surprising. Andersen defines his monetary policy variable so broadly that there is scarcely any room left for an endogenous money stock.
IK
eran's principal argument is that money is an exogenous variable controlled by the Federal Reserve, not an endogenous variable, and thus that it is the best measure of Federal Reserve policy actions. He seems willing to acknowledge that the banking system's demand for free reserves, foreigners' demand for the U.S. gold stock, and the public's demand for commercial bank time deposits are all negatively related to U.S. interest rates. lie contends that money is not endogenous because the Federal Reserve acts to offset the impact of these responses on the money stock.
The concept of an endogenous money stock can be fonnalized as follows. The money stock depends upon the actions of the Federal Reserve, denoted by the vector MP, and a vector of interest rates R:
where MP is defined so that increases in it lead to increases in M. Since an increase in interest rates leads to increases in free reserves and time deposits, which are uses of reserves, and to a decline in the U.S. gold stock, whiclm is a source of reserves, money is unambiguously related to B in a positive manner.
The MP vector includes a source-of-bank-reserves variable, legal reserve requirements., the discount rate, ceiling rates on time and saving deposits, and other selective controls sometimes employed. In my book I treated the Federal Reserve's portfollo of government securities plus various minor reserve components as the source-of-bank-reserves variable.
7 Here I adjust this variable for changes in legal reserve requirements, denote it by P 4 , and substitute~* for MP, thereby capturing the principal monetaiy policy instruments in one variable:
Let us make the unlikely assumption that the Federal Reserve always varies P" so as to offset exactly the impact on M of changes in B. For example, if R falls, the Federal Reserve raises P a by precisely enough to hold money constant. This would, indeed, remove money from the class of endogenous variables.
8 For an ifiustration of the implications of Keran's view, consider a business recession that leads banks to sell securities to the public and repay its borrowing from the Federal Reserve. Since the public gives up deposits in this exchange with banks, the stock of money declines. If the Federal Reserve offsets this decline by purchasing securities (in particular, by purchasing tIme securities the banks wish to sell, thereby preventing interest rates from rising and money demand from falling), Keran would interpret the Federal Federal Government raised tax rates during recessions in order to maintain a constant, balanced budget. Would we view this fiscal policy as being contractionary or not? The "old view" is that since the budget is still balanced, policy must be neutral. The "new view," which is based on the "high-employment budget surplus" concept and to which the St. Louis Federal Reserve Bank subscribes,12 says that policy is restrictive because the Government actually raised tax rates. If we were to apply Keran's analysis, we would be led to the old view. That is, Keran would "not count" the increase in tax rates because it was an automatic offsetting response to the decline in tax receipts accompanying the recession. Thus, the fiscal policy of raising tax rates during recessions would be interpreted as a neutral policy with respect to the business cycle.
As I pointed out in my book, the neutralized money stock measure of monetary policy is analogous to the full-employment budget surplus measure of fiscal policy; the impact of the business cycle is absent from both. To accept one measure and not the other is inconsistent and, I suspect, quite revealing of one's biases.
Andersen has taken a quite narrow view of the endogenous money stock concept. In particular, he views the money stock as being related to a monetary policy variable and gross national product (GNP). In light of the free-reserves, gold, and time-deposits 
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responses noted above the money stock should be related to a policy variable and interest rates. And such a distinction is important. For example, I concluded that GNP has had only a small impact on money, where interest rates have had a large impact. 13
In addition to relating the money stock to the "wrong" endogenous variable, Andersen defines the monetary policy variable so broadly that his inability to estimate successfully an endogenous money stock relation is hardly surprising. In particular, the two reserve components that I found to be primarily responsible for the strong stock-interest rate relationmember bank borrowings from the Federal Reserve and the U.S. gold stock -are treated as policy-determined by Andersen.i4 The only interest rate relations that Andersen allows are the admittedly weak excess-reserves relation and a stronger time deposit relatmon which has however only a small impact on the money stock.
In conclusion, Andersen's empirical estimates are based on a model which, by choice of the policy and endogenous variables, rules out the expected money stock links to the economy. Thus, the estimates should not be interpreted either as a criticism of my work or as an adequate treatment of the subject. 
